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Electronic Data
Processing
Evidential Matter in the Audits of Computerized Rec

Dr. Elise G. Jancura, CPA
The Cleveland State University
Cleveland, Ohio
The following article, consisting of two
parts, deals with evidential matter in the
audits of computerized records. The first part
was written by the Editor of the EDP
Department, Dr. Elise G. Jancura, CPA. The
second part was written by Rebecca M. Lee,
a graduate of Jacksonville State University
and a Staff Accountant with the CPA firm of
Weinberg, Ward and Beam in Birmingham,
Alabama.

PART I: THE NATURE AND USE
OF EVIDENTIAL MATTER IN
AUDITS OF COMPUTERIZED
RECORDS
The collection and subsequent use of com
petent evidential matter is vital to the
proper execution of an audit. The intro
duction of computerized records does not
change the need to collect and assess the
reliability of that evidence, but it does
often change the nature of the evidence.
In deciding which procedures should
be executed for each of the steps in the
audit process and the extent to which
those procedures should be executed, the
auditor must make judgments regarding
the materiality of individual items under
examination. This requires an assessment
of the risk of misstatement for those items
that may not necessarily be material but
that require special attention because of
other factors, such as their possible vul
nerability to manipulation. Further, the
auditor must assess the reliability of the
evidence that is collected during the
examination. The AICPA has analyzed
the reliability of evidence as follows:

To be competent, evidence must be
both valid and relevant. The valid
ity of evidential matter is so depen
dent upon the circumstances under
which it is obtained that generaliza
tions about the reliability of various
types of evidence are subject to im
portant exceptions. If the possibil
ity of important exceptions is rec
ognized, however, the following
presumptions, which are not mutu
ally exclusive about the validity of
evidential matter in auditing have
some usefulness:
a. When evidential matter can be
obtained from independent sources
outside an enterprise it provides
greater assurance of reliability for
the purposes of an independent
audit than that secured solely
within the enterprise.
b. When accounting data and finan
cial statements are developed under
satisfactory conditions of internal
control, there is more assurance as
to the reliability than when they are
developed under unsatisfactory
conditions of internal control.
c. Direct personal knowledge of the
independent auditor obtained
through physical examination, ob
servation, computation, and in
spection is more persuasive than in
formation obtained indirectly.1
In determining the procedures to be per
formed, the extent of examinations (a
sample versus a 100 percent examina
tion), and the timing of the execution of
the audit procedures chosen, the auditor
must exercise professional judgment. The
exercise of that judgment will be greatly
influenced by the knowledge gained of

the business and its processes through
the preliminary investigation and
through the evaluation of the internal
control. The primary function of the
evaluation of internal control is to provide
the auditor with evidence of the reliabil
ity of the financial statements in those
instances where the auditor cannot di
rectly verify the facts and information
shown on the statement. This indirect
evidence takes the form of evaluating the
process by which the information of the
financial statements is developed from
the initial recognition of transactions
through the normal processing proce
dures.
Where it is not possible to examine
every transaction for the period under
consideration — a procedure that is not
feasible in most instances — the auditor
must rely on a generalized test of the re
liability of the records. The more effective
the system, the greater the implied accu
racy of the records and the less the expec
tation of material irregularities. The rela
tionship between the evaluation of inter
nal control (required by the second stan
dard of field work) and the need for sub
stantive tests of the data (required in the
third standard of field work) is expressed
in the following statement:
. . . (T)he ultimate risk against
which the auditor and those who
rely on his (sic.) opinion require
reasonable protection is a combina
tion of two separate risks. The first
of these is that material errors will
occur in the accounting process by
which the financial statements are
developed. The second is that any
material errors that occur will not be
detected in the auditor's examina
tion.
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The auditor relies on internal con PART II: THE EDP EFFECT ON
trol to reduce the first risk, and on EVIDENTIAL MATTER
his (sic.) tests of details and his The Committee on Auditing Procedures
(sic.) other auditing procedures to of the American Institute of Certified Pub
reduce the second. The relative lic Accountants describes the third audit
weight to be given to the respective ing Standard of Field Work as "Sufficient
sources of reliance . . . are matters competent evidential matter must be ob
for the auditor's judgment in the tained through inspection, observation,
circumstances.
inquiries, and confirmations to afford a
The second standard of field work reasonable basis for an opinion regarding
recognizes that the extent of tests the financial statements under examina
required to constitute sufficient tion."1 Evidence obtained from EDP
evidential matter under the third equipment for an audit is vital, and the
standard should vary inversely importance cannot be over-emphasized
with the auditor's reliance on inter since the opinion of the auditor is based
nal control. These standards taken upon the validity, relevance and compe
together imply that the combina tence of the evidence.
tion of the auditor's reliance on in
In the future, the auditor will be re
ternal control and on his (sic.) audit quired to go to the computer system for
ing procedures should provide a evidence. Accounting data will be inte
reasonable basis for his (sic.) opin grated with non-accounting data, and the
ion in all cases, although the por books, ledgers, and computer printouts
tion of reliance derived from the re familiar to the auditor will no longer exist.
spective sources may properly vary Traditional support documents will not
between cases.2
be as accessible to the auditor. In some
An auditor who finds a strong system of cases, they may not exist at all. Where
internal control can place a greater degree they do exist, they may not be stored in a
of confidence in the records and other in manner permitting easy retrieval. Proce
ternal material examined. Thus, the basic dures will be specified and implemented
audit plan can be modified as to the extent by the system, and authority may be par
of other verification procedures depend tially or entirely contained within the sys
ing on the evaluation of the reliability of tem. The system will authorize and pre
pare the output document normally as
the record-keeping process.
The evaluation of the system of internal sociated with an accounting system and
control can help to spot weaknesses in the used by the auditor.
The primary difference in using EDP
accounting process and help the auditor
to formulate specific procedures for test for audits as compared to conventional
ing those areas where it is felt that a prob audit procedures is the manner in which
ability of errors exists. In performing the the records are kept. For that reason,
additional tests of transactions and bal those audit techniques which do not di
ances in the client's records, it is impor rectly relate to the records will be un
tant that the auditor keep in mind that, changed. Thus, the auditor can still con
while the audit trail has changed substan firm receivables, payables, bank bal
tially in form, it does continue to exist. ances, et cetera, and make other third
Legally, installations are required to pro party checks on the system. The existence
vide (at least for the Internal Revenue Ser of inventory and other assets can be phys
vice) the opportunity to trace any transac ically observed.
Those audit techniques relating to the
tion back to the original source or forward
to a final total. As part of the original records will be unchanged, but new
diagnostic investigation of the business techniques will very likely resemble pres
and the evaluation of the internal control, ent techniques. "As Gordon B. Davis
the auditor should become familiar with pointed out, 'an audit trail will continue
the specific form of audit trail to be found to exist because management will require
in the particular organization being au - one for its own purposes. The form of the
dited, and should take advantage of that trail may not be familiar, but, where a trail
audit trail in formulating the procedures exists, the auditor can use it for his (sic.)
to test the transactions and balances of the own purposes.' "2
It is evident that natural evidence is not
client's records.
challenged even with an unfamiliar audit
Notes
trail; therefore, created and rational ar
1Statement on Auditing Standards, paragraph
gumentation evidence produced by the
330.08, pp. 56-57. Copyright ®1973 by the
computer
must be carefully analyzed to
American Institute of Certified Public Accoun
give proper weight to the evidence pro
tants, Inc.
2Statement on Auditing Standards, paragraphs duced by the computer. New techniques
320A.14-15, 320A.19, pp. 39-40.
will become available to the auditor
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where all data is stored within the system
in a common data bank. The all-important
problem is internal control. The auditor
must assure himself/herself that the sys
tem is sufficiently strong to provide reli
able output from the system.
Control procedures are concerned with
the integrity of the data, data files and
program integrity. Integrity of data and
data files relate to control over the input
and output functions to insure that data is
correctly introduced into the system and
to insure control over tapes and files so
that they are not destroyed or tampered
with. Program integrity includes the sep
aration of the duties of preparing and
running programs from the physical con
trol over the program tapes and backup
records so that programs are not altered,
accidently or purposely.
The four standards set forth in A State
ment of Basic Accounting Theory by the
American Accounting Association pro
vide the criteria to be used in evaluating
evidential matter. As always, the major
criteria in evaluating evidence is the
source from whence it originated. These
are:
1.
Relevance
2.
Verifiability
3.
Independence
4.
Quantifiability3
Relevance is the primary standard and
requires that the information must bear
upon or be usefully associated with ac
tions it is designed to facilitate or results
desired to be produced. Known or as
sumed informational needs of potential
users are of paramount importance in ap
plying this standard.
Verifiability requires that essentially
similar measures or conclusions would be
reached if two or more qualified persons
examined the same data. It is important
because accounting information is com
monly used by persons who have limited
access to the data. The less the proximity
to the data, the greater the desirable de
gree of verifiability becomes. Verifiabil
ity is important because users of account
ing information sometimes have oppos
ing interests.
Freedom from bias (independence)
means that facts have been impartially de
termined and reported. It also means that
techniques used in developing data
should be free of built-in bias. Biased in
formation may be quite useful and tolera
ble internally, but it is rarely acceptable
for external reporting.
Quantifiability relates to the assign
ment of numbers of the information being
reported. Money is the most common but
not the only quantitative measure used by
(Continued on page 30)

Education
(Continued from page 14)

whether it should become similarly in
volved with the accreditation of account
ing curriculums and/or separate schools of
professional accounting. Concerning this
matter, the following position taken by
Robert G. Allyn, prominent in the ac
creditation activities of the New York
State Board for Public Accounting, should
not be overlooked: "Too long has the pro
fession of public accountancy referred to
itself as the youngest of the professions.
The profession is old enough to assume
the responsibility faced by all learned pro
fessions to establish standards by which
schools turning out candidates for the
profession are accredited."3

Conclusion
Because the existing professional schools,
such as law, dentistry, and medicine, are
apparently performing so satisfactorily,
(there being no move underway to return
or relocate their educational programs to

some other school or division of the uni
versity) it would seem sensible for all
practitioners to show their interest in the
question of separate schools. Such in
terest should not be thought of as a chal
lenge to the prominent role so rightly held
by the accounting educator, but as an in
dication of the practitioner's continuing
obligation to help his or her profession
better meet its responsibilities to society.
Therefore, the current stirrings that are
perceptible these days, relating to the
issue of separate schools of accounting,
are welcome. Hopefully, both educators
and practitioners will perceive this to be a
substantive issue worthy of their joint
consideration.

Notes
1Robert H. Roy and James H. MacNeill, Hori
zons for a Profession (New York: AICPA, 1967.)
2Report of the Committee on Education and Ex
perience Requirements for CPAs (New York:
AICPA, 1969), p. 58.
3Robert G. Allyn, "Accreditation of Account
ing Curriculum," The Accounting Review (Ap
ril, 1966).
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accountants. When accountants present
non-quantitative information in com
pliance with the other standards they
should not imply its measurability. Con
versely, when quantitive information is
reported without a caveat the accountant
must assume responsibility for its
measurability.
Of the four, the audit function is most
concerned with freedom from bias. The
auditor must obtain evidence to deter
mine the existence and effectiveness of
the processing procedures and controls of
the client. This is done by making tests of
the performance of specific control proce
dures. The nature and availability of evi
dence and the types of tests to be per
formed depend upon the complexity of
the system design and upon the audit trail
found in the electronic data processing
system being audited. The auditor must
evaluate the reasonableness of those rec
ords produced by the system which relate
to the existence and proper valuation of
assets, liabilities, equities, and transac
tions. Historically, the records evaluated
have consisted of printed reports, list
ings, documents, and business papers, all
of which were readable by the auditor. To
the extent that such records are available
in EDP systems, the auditor may use con
ventional methods. Much of the output of
the computer is in machine-readable

form, discs, and drums. Even though this
can be converted to readable printout, the
auditor is presented with an opportunity
to use the computer to analyze records.
Computer audit programs can assist in
the performance of auditing procedures
such as selection of exceptional transac
tions and accounts for examination; com
parison of data for correctness and consis
tency; checking of information obtained
directly by the auditor with company rec
ords; performance of arithmetic and cleri
cal functions; and preparation of confir
mations.
The audit program is an important de
velopment in recent years. It is a prewrit
ten audit program. Of these, AUDITAPE
is best known by virtue of its being the
first to be made publicly available. Later
arrivals have been AUDITPACK, AUDASSIST, AUDITHRU, AUDITRONIC16, and AUDEX. All are similar in objec
tives and scope, though diverse with re
gard to the methodology.
Prior to introducing the new EDP audit
techniques, several audit policy decisions
were made. Objectives were primarily
aimed toward broadening the scope of
audit activities, particularly in the area of
testing management information. Rather
than transferring existing clerical audit
procedures to the computer, it was de
cided to use the power of the computer to
identify and report exception situations.
The auditor will review exceptions to de
termine whether deviations from man
agement policy exist. These basic policies
provide the justification for adoption of
the EDP audit methods. It was further
decided that testing EDP controls, such as
crossfooting and balancing, could be best
accomplished by the computer itself —
under the control of audit software.
Members of the audit staff rather than
programmers from the EDP department
would develop, test, and operate audit
applications. This maintains auditing in
dependence.
It can reasonably be concluded that,
with the exception of the audit trail, EDP
auditing has more advantages than dis
advantages. The ideal situation may have
emerged from EDP — maximum services
with a minimum of expense.

Notes
1Felix Kaufman, "The Computer, The Ac
countant, and the Next Decade," The Journal of
Accountancy, Vol. 132 (August 1971), p. 34.
2"Auditing On-Line Computer Systems,"
The Journal of Accountancy, Vol. 132, (October
1971), p. 76.
3American Accounting Association, "Report
on the Committee on Basic Auditing Con
cepts," Accounting Review, Vol. 47, (Supple
ment, 1972), p. 19.

